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MADAGASCAR KEY ECONOMIC INDICATORS 
All Values in US$ Million Avg Exchange Rate: 
and represent period averages 
unless otherwise indicated 1984: $1.00-576.6 FMG 
1985: $1.00-662.4 FMG 
1986: $1.00-628.8 FMG 
% Change Estimate 


1984 1985 1985-84 1986 


INCOME, PRODUCTION, EMPLOYMENT 

GDP at Current Prices $2,389 $2,330 +12.5% $2,704 
GDP at Constant (1983) Prices $2,888 $2,940 +1.8 3,032 
Per Capita GDP at Current Prices $244 $233 +9.4 $263 
Indices: Industry. Production 

(1970=100) 82.4 84.2 +2.1 90 
Population 9.73 mil 9.99 mil +218 10.278mil 
Labor Force 4.79 mil 4.85 mil 41.3 4.95 mil 
Prod.: Rice (paddy) 

(Metric Tons) 243i Mii 2, ive mil F#2e2 2,269 mil 

Coffee, green 

(Metric Tons) 81,400 82,000 +.7 83,000 

Vanilla (Metric Tons) 1,120 1,085 -31 1,020 

Sugar (Metric Tons) Fagart 92,994 +26.7 120,000 

Graphite (Metric Tons) 14.232 14,718 +34 15,000 

Chromite (Metric Tons) 68,604 126,697 +84 .6 120,000 

Textiles (1000 Meters) 68,583 64,856 -5.4 60,000 

Refined Petroleum 

Products (cu.meters) 65,052 336,344 +41707 200,000 

Electricity Production 

(1000 Kwh) 364,457 390,140 +7.0 430,000 

MONEY AND PRICES 
Cost of Living Indices: 
Traditional (July, 1972=100) 532.6 594.6 +11.6 665.0 

Modern (July, 1972=100) 481.1 502.5 +4.4 542.0 
BALANCE OF PAYMENTS AND TRADE 
Foreign Exchange Reserves $58.9 mil $52.2 mil -11.3% NA- 
External Public Debt $1,622.1 m $1.913.3 m +35.5% $2.236.4 
Annual Debt Service 

(after rescheduling) $125.mil $161.9 mil +48.9% $181.9mil 
External Current Account Balance -273 mil -$232.0 mil -2.3% -$255.6 
Exports, F.O.B. 381.2 315.9 -17.13% NA 

to the U.S. 74.2 54.7 -26.3% NA 
Imports, F.O.B. 

(Merchandise only) 53945 469.5 -13.0% NA 

from the U.S. 38.7 3267 -16.13% NA 


Main Exports to U.S. (1985): (Value in Million US$): Vanilla beans, 32.3 
crude coffee, 10.9, sugar, 5.2; cloves, 1.7; Graphite, 1.5. 


Main Imports from U.S. (1985): (Value in Million US$): Rice, 11.6; Veg. 
oil, 3.4; oil exploration equip., 2.9; off-highway trailers, 2.0; iron 
pipes, 1.9; geophysics instruments, .9; chemicals, .9; vehicle parts, .6 


* Percent Changes based on Malagasy Francs (FMG) values and not on Dollar 
equivalent. 


** Revised. 





-3- 


I. SUMMARY 


The Malagasy Government has recently adopted several economic reform 
measures which may prove beneficial for national economic growth. 
However, Madagascar's potential as a customer for United States 
exports continues to be limited. This is because Madagascar has one 
of the world's largest foreign debts. Debt service is likely to 
remain high even if a planned rescheduling takes place, thus 
limiting the amount of foreign exchange available for imports. 


On the positive side, the Malagasy Government made progress in 
1985-1986 with the promulgation of a new Investment Code which 
provides foreign investors such rights as repatriation of profits 
and capital and fair compensation in the event of expropriation. 

The results of the new code are reflected in more frequent visits by 
potential European and North American investors. In addition, major 
rehabilitation programs, largely funded by international 
organizations, offer sales opportunities to U.S. suppliers of heavy 
construction machinery, farm machinery, railroad supplies and 
equipment, spare parts for automobiles and trucks, communications 
equipment, and public works engineering. 


I. BACKGROUND 


Madagascar is an island country in the Indian Ocean on the East 
coast of Africa. Its size is more than twice Great Britain's. Over 
10 million people inhabit its territory, 17 persons per square 
kilometer or approximately the same population density as in the 
United States. 


Cool central highlands and tropical coastal regions combine with 
varying soil conditions to permit a rich diversity in agriculture. 
Including fisheries and forests, the agricultural sector employs 88 
percent of the labor force, generates 40 percent of the GDP, and 
earns about 80 percent of export receipts. Rice is the most 
important staple food, with 70 percent of the population involved in 
its cultivation. The three major export crops are coffee, vanilla, 
and cloves. 


The country is moderately rich in mineral and heavy oil and tar sand 
deposits. Important mineral exports are chromite, graphite, and 
mica. Unfortunately, many of the country's extensive mineral 
deposits are of insufficient purity to justify commercial 
exploitation. For example, a large coal deposit in the south has 
repeatedly been prospected and rejected because its low heat value 
per unit of weight is judged insufficient to justify the large 
investment necessary to extract and market the coal, Hydroelectric 
energy probably is the country's greatest natural resource. A 
largely untapped network of rivers offers great potential for 
irrigation and hydroelectric projects. 





However, forest and soil management must improve if the problem of 
reservoir siltation is to be contained. Deforestation and the 
resulting siltation clearly are having significant effects on the 
service life of existing hydropower installations. 


II. CURRENT ECONOMIC SITUATION AND TRENDS 


The Malagasy Economy in the 1980's: Agricultural and industrial 
production stagnated during the early 1980's, due in large part to 


the country's inability to finance the importation of raw materials, 
Spare parts, machinery and other necessary inputs. Also inhibiting 
production is the continuing deterioration of the infrastructure. 
Irrigation systems and port facilities are in disrepair and the 
state of the transportation network makes both the development of 
industry and agriculture and the subsequent marketing of production 
extremely difficult. Recent cyclone and flood damage have 
aggravated this problem. In particular, the port of Tamatave, which 
handles 50 percent of Madagascar's trade, suffered extensive damage. 


Debt: 


Madagascar's external public debt reached over $1.7 billion in 

1985. The external accounts deficit increased from 10.4 percent of 
GDP in 1984 to 11 percent in 1985. Debt service, as a percentage of 
exports, remains high. 


Since 1981, when debt service obligations began to rise sharply, 
substantial balance of payments financing has been obtained each 
year through rescheduling arrangement with external creditors. Even 
so, net capital inflows (including grants, loans and debt 
rescheduling) have not been sufficient to cover the current 
deficits. The debt service data may be found on page 2. 


Reform Through Austerity: For several years, Madagascar has been 
implementing economic reforms aimed at reducing the financial 
imbalances which resulted from the massive public sector investment 
of the late 1970s and which were aggravated by government 
intervention in the economy. Pragmatic measures to stimulate growth 
also have been introduced. 


As a result of the Public Investment Program (PIP) for 1983-85 which 
emphasized infrastructure rehabilitation and agricultural 
development, real GDP grew by 2 percent in 1985, higher than in 
1984, but still less than the population growth rate of 2.8 percent 
and well below the targeted 3 percent rate. 


Other results were a drop in the inflation rate, as measured by the 
change in the consumer price index for low-income families, which 
was reduced from 15 percent in 1980 and 25-35 percent per year in 
1981-83 to 11 percent in 1984-85. This reduction was all the more 
remarkable in that it occured at a time of currency devaluation. 
Between 1982 and 1985, the Malagasy franc (FMG) was devalued by 13 
percent in May 1982, 5.7 percent in January 1983, 9.5 percent in 
October 1983, 13 percent in March 1984, and 6 percent in 1985. 
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Budget: The 1986 budget continues to feature the fiscal adjustments 
which have been in place since 1982. Cash deficit in 1985 was 72.9 
billion FMG, or 4.7 percent of GDP. It is expected to be reduced 
slightly in 1986 to an estimated 80.7 billion FMG or 4-5 percent of 
projected GDP. Reductions were accomplished by reducing 
expenditures, the level of public sector investment, and payroll 
expansion. The current budget balance has been positive since 1983. 


Total revenues increased from 116 billion FMG in 1984 to 210 billion 
FMG in 1985 and are expected to reach 230 billion FMG in 1986. This 
increase resulted both from changes in tax collection procedures and 
the devaluation of the FMG, which increased export proceeds as 
measured in domestic currency. The improvement in fiscal 


performance resulted for the most part from tight control of 
expenditures. 


The ratio of government expenditures to GDP declined from 36.3 
percent in 1980 to 24.2 percent in 1984, 20.4 percent in 1985 and an 
estimated 16 percent in 1986. The principal reason for this decline 
was cutbacks in capital expenditures, which declined by 12-15 
percent per year from 1983-1986. While impressive statistically, 
this reduction has had an adverse impact on Madagascar's 
infrastructure. 


IV. PROGRAM OF ECONOMIC RECOVERY FOR THE FUTURE 


The current economic program aims at spurring economic growth and 
exports in order to increase Madagascar's debt-service capacity. 
The recovery program envisages higher agricultural producer prices 
and continued market and price liberalization measures, including 
the decontrol of prices for a group of industrial commodities. 
Administrative controls on interest rates will be reduced. A test 
group of public enterprises will be rehabilitated and others 
privatized. Quota restrictions on imports will be removed for some 
commodities and flexible exchange rate policy will be continued. 


Liberalization: In April 1986 the Government enacted several 
measures to liberalize the rice markets. The decrees, which 
deregulated the production, collection, distribution and marketing 
of rice, seek to ensure an ample supply of rice on the market and to 
reduce the high prices heretofore prevailing in the parallel 

market. Overall, the new measures aim at increasing the role of the 
private sector in the economy. 


The substantive provisions of the measures are: 


A. The State relinquished its last rice monopoly in two major 
rice-producing areas operated by the state firms, SOMALAC and FIFABE. 
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B. All controls on the collection, processing, transportation and 
distribution of rice were abolished. Any parastatal or licensed 
private company or individual can undertake any of the above 
operations. The role of the Government will be to ensure that the 
System operates efficiently, to facilitate private sector 


operations, and to intervene directly in order to prevent excessive 
price fluctuations. 


C. The Government will continue to use the decentralized market to 
distribute subsidized rice to low-income consumers. During times of 
shortage, imported rice will be distributed. 


D. A government buffer stock will be maintained to stabilize the 
price of rice through open-market operations. 


E. In case of emergency or natural disaster, the Government may 
distribute a portion of the rice stock to disaster victims. To 
ensure effective interventions and to avoid a situation in which the 
buffer stock falls to an excessively low level, a committee will be 
established to regulate the level of the stock. No definitive 
decisions as to the Government's policy have yet been made. 


Public Investment Program: A $2.7 billion Public Investment Program 
(PIP) for 1986-1990 took effect in January 1986. The new PIP 


emphasizes development of the agricultural sector (40.7 percent), 
which includes livestock, fishing, and forests, and the transport 
sector (24.8 percent.) Social projects account for 21 percent and 
industry, mines and energy, 13 percent. The objectives are to 
achieve self-sufficiency in food production, particularly rice, by 
1990; expand exports; and improve the standard of living of the 
population. The Plan projects real GDP growth of 3 percent per year 
and, hopefully, increased energy independence. Other objectives 
include the rehabilitation of existing infrastructure and 
state-owned companies. Imports, especially of raw materials and 
Spare parts, will be better organized and the range of products 
diversified. The state will attempt to maintain stable prices and 
will implement the new Investment Code. Increased state revenues 
are anticipated as well as the construction of small-scale 
hydroelectric facilities. 


The Plan prioritizes projects as follows: 
A. Self-sufficiency in rice production by 1990, plus increased 


output of coffee, corn and cassava; improvement of the livestock, 
forest products and fishing sectors. 


B. Rehabilitation of roads which serve production sectors, in order 
to facilitate exports and the exchange of commodities. 
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C. A 2 percent annual increase in the number of civil servants in 
order to better administer Madagascar (the world Bank has indicated 
dissatisfaction with this aspect of the Plan). Small and medium 
enterprises which employ a large number of workers are to be 
established, especially in the construction and maintenance fields. 
Salaries and housing for low-income workers will be improved. The 
public water supply and education also will be improved. 


Financing is called for as follows: private sector, $660 million; 


public sector, $340 million; foreign participation, $950 million; 
State expenditures, $752 million. 


Environmental Management: Economic development in Madagascar is 
hindered by the eye ee of the environment. The ever-growing 
demand for firewood and charcoal, uncontrolled brush fires and the 
persistence of slash and burn agriculture have led to widespread 
deforestation and catastrophic soil erosion, increasing the silt in 
irrigation systems and waterways and reducing the soil fertility in 
key agricultural ecosystems. The IBRD estimates 200,000 hectares of 
the forest are lost every year. Sustainable agriculture and rural 
development will depend on long-term environmental stability. Soil 
and water conservation through reforestation as well as careful 
Management of renewable energy resources will be required to stop 
the damage to the environment. Reforestation is an avowed goal of 
the Malagasy Government. A national committee to explore a 
conservation strategy has been established. 


V. IMPLICATIONS FOR THE UNITED STATES 


U.S. businessmen should focus on opportunities in trade and 
investment, both those outlined in the new Investment Code and those 
emphasized in the Public Investment Program. American exporters and 
consulting agencies with the best chance of success will be firms 
providing material, equipment and services for the following: 
hydroelectricity, agricultural equipment, machinery and parts, road 
construction, mining and civil engineering equipment, trucks and 
heavy-duty vehicles, aircraft and air traffic control equipment, 
insecticides, fertilizers, essential pharmaceuticals, hospital 
Supplies and educational materials. 


Trade: Though a surplus had been projected for 1985, a drop in 
export earnings in coffee and vanilla caused a deficit of $129.6 
million. The decline in coffee exports resulted from a reduction in 
production and from a strike that paralyzed the major port for ten 
days during the last quarter of 1985. In addition, the volume of 
vanilla exports declined because a major buyer changed its product 
line. The deficit was also caused by a growth in imports, both 
agricultural equipment and spare parts for the transportation and 
industrial sectors, financed by the World Bank and other donors. 


Barring a reduction in outside financing, this expansion in imports 
May continue for several years. 
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The United States Government, through the U.S. Agency for 
International Development (USAID), financed an $8 million grant 
program for agricultural equipment and spare parts in 1985. 

American exporters are competitive in this sector and the Malagasy 
are receptive to the idea of diversifying their suppliers. However, 
growth in the American share of the malagasy market will depend on 


aggressive French-language sales promotion efforts by American 
companies. 


Madagascar's export-import figures for 1984-85 are cited on page 2. 
Approximately 85 percent of export earnings came from agricultural 
commodities, with coffee, vanilla and cloves representing 66.8 
percent of the total. 


Imports are composed mainly of equipment, which constituted 25.3 
percent. Food, including rice, represented 12.6 percent, non-food 
consumer goods 11.5 percent, energy 23.1 percent and raw materials 
27.5 percent. These figures have changed little since 1984. 


France remains Madagascar's principal trading partner. The 1985 
direction of trade figures are as follows: 


Import Suppliers $million Export purchaser & million 
France 132.9 France Feet 
USSR 35.4 United States 36.5 
West Germany 25.1 Japan ° 29.1 
United States 22.8 Indonesia 21.2 


Investment Code: Madagascar adopted a new investment code in June 
of 1985, replacing the Code of 1973. The purpose of the new Code, 
Law No. 86-153, is to spur both domestic and foreign investment in 
sectors most likely to further the development objectives of 


Madagascar. It is applicable under identical conditions to private 
and public sector companies. 


Private investors can operate in all sectors of the economy, except 
those in which the State reserves exclusive rights. In reserved 
sectors, the state may enter into agreements under which private 
sector companies will be sole or joint operators. Each proposed 
investment project in the reserved sector will be considered on a 
case-by-case basis. The reserved sectors are: banking and 
insurance; production and distribution of energy; water supply; 
shipbuilding; exploration, prospecting, exploitation and 
transportation of hydrocarbons as defined in the Petroleum Code; and 
mining activities. All companies, irrespective of size or legal 
constitution, which operate in Malagasy territory in any sector 
except those reserved by the State may apply for preferential 
treatment. The provisions of the present Code do not affect more 
extensive benefits which may be granted by treaties or agreements 
concluded between of Madagascar and other States. 
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Foreign persons or legal entities which invest in foreign currency 
shall, in accordance with current exchange control legislation, have 
the right to repatriate dividends and capital generated by the 
termination or liquidation of activities. The Code also guarantees 
equal treatment of foreign and domestic investors, compensation in 
the event of nationalization, tax and customs benefits, and the 
right to sue in the event of a dispute. 


The Code clearly intends to generate a larger role for the private 
sector in the economic development of Madagascar. There will be 
opportunities for increased private investment in hydroelectricity 
and telecommunications as the country continues to improve its 
infrastructure. Another area of opportunity is international trade, 
as one of the Government's objectives is to relax import 
restrictions and simplify import/export procedures. 


The complete texts of both the Investment Code and the Implementing 
Law have been filed with the U.S. Department of Commerce, 
Washington D.C., Madagascar Desk Officer, Room H 3317 and with the 
U.S. Department of State, Washington D.C., Room 5240 New State. 





The Export Administration Regulations, a 
comprehensive guide to the rules control- 
ling exports of U.S. products, answers 
your questions on export licensing 
requirements: 


e When is an export license necessary? 

e When is it not necessary? 

¢ How do | obtain an export license? 

¢ What policies are followed in considering 
license applications? 

* How do | know when the policies change? 

¢ Are there restrictions on exports to certain 
countries? 

¢ Are restrictive trade practices and boycotts 
prohibited? 

¢ Dol need a license to ship technical data? 

e Where can | obtain help? 


At no additional cost, subscribers receive 
supplementary Export Administration Bul- 
letins which explain recent policy changes 
and provide replacement pages to keep 
your set of regulations up-to-date. 


SUBSCRIPTION RATES 


dresses. Airmail service not 
available. 


Use the order blank below to begin your 
subscription to the Export Administra- 
tion Regulations. 


MAIL THIS ORDER FORM To: Superintendent of Documents, U.S. Government Printing Office, Washington, D.C. 20402 


) Credit Card Orders Only 
Enclosed is $_______ 0) check, Total charges $_____ Fill in the boxes below. 
O money order, or charge to my Credit 


Deposit Account No. 


cadNo. LITT TITITTITITITITIITII I) 
Lda PaMetcdcde! LJ Expiration Date Charge orders may be telephoned to the GPO order 


Order No: Month/Year desk at (202) 783-3238 from 8:00 a.m. to 4:00 p.m. 


eastern time, Monday-Friday (except holidays). 


Please send me sets of the U.S. Department of Commerce 
Export Administration oe and supplementary Export Adminis- 
tration Bulletins for the publication period beginning October 1, 1985. For Office Use Only 


Name—First, Last = —— 
Company name or additional address line 
Street address 


City Zip 
(or Country) 


PLEASE PRINT OR TYPE 








Wouldn’t it be nice to have a 
Washington staff to keep you 
up-to-date on all you need to 
know to steer your exporting 
business on the fast track to 
success? 

Have the next best thing. Have 
BUSINESS AMERICA, our 
biweekly business magazine 
designed especially for firms like 
yours—American exporters who 


Staff in Washington 


want to grow, and American 
businesses ready to enter the 
lucrative world of exporting. 
BUSINESS AMERICA is 
more than a magazine. It’s 
virtually an exporter’s service. 
We give you country-by-coun- 
try marketing reports, incisive 
economic analysis, worldwide 
trade leads, advance notice of 
planned exhibitions of U.S. prod- 


ucts worldwide, and success sto- 
ries of firms like yours. We'll 
keep you posted on what’s hap- 
pening in government and on 
Capitol Hill that could affect 
your business and your profits. 
A subscription to BUSINESS 
AMERICA will put our export- 
ing experts at your fingertips— 
we give the phone numbers of 
our authors in every issue so you 


Mail to: Superintendent of Documents, U.S. Government Printing Office, 
Washington, D.C. 20402 


L1Yes! 


Name 
Organization 
Address 
City 


DOC/BAI 
8/84 


I want to put BUSINESS AMERICA to work for me. Send me the 
next 26 issues (one year) for only $57 ($71.25 foreign). 


O 


can call with your specific ques- 
tions, and get the answers you 
need to make savvy exporting 
decisions. 


Put BUSINESS AMERICA to 
work for you. Use the order form 
below to start your subscription 
today. 


U.S. DEPARTMENT OF COMMERCE 
International Trade Administration 


wy, 


Here’s my check made out to the Super- 
intendent of Documents. 


LC) Charge my VISA or MasterCard No. 


LITTTTT TTI Tt ttt) 


(Signature) 


(Expiration Date) 








